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Economy officials are cautiously optimistic about an improved rate of recovery in 1999 while
supporting an expansion of the economic opening. They are answering critics of the regime's
commitment to socialism by offering a socialist adaptation of free-market principles as an alternative
to neoliberal capitalism. Greater-than-expected economic growth in the first semester of 1999
prompted Minister of Economy and Planning Jose Luis Rodriguez to predict in August that GDP
growth would exceed the official projection of 2.5% for the year. The economy grew by only 1.2% in
1998 and by only 14% between 1995 and 1998.
Aggregate growth since 1993 has failed to compensate for the 35% negative growth recorded
between 1989 and 1993. The government attributed the 6.1% growth in GDP in the first semester
to improved performance in sugar production and in tourism. The 1998-1999 sugar harvest was
500,000 metric tons greater than the pervious year, and tourism grew by 20%. Other sectors showing
improvement were manufacturing, up by 5%; agriculture, by 6%; and construction by 7%.
Rodriguez predicted in mid-September that economic conditions were such that the economy would
register gains in GDP of between 4% and 6% in each of the next two or three years. "I believe we are
entering a phase in which we can establish a certain rhythm of growth," he said. "Of course we still
depend on weather and world prices."
Some analysts say that the economic opening of the 1990s has faltered and that the government has
strangled the economy by refusing to privatize state properties, to finance the growth of small and
medium-size businesses, and to drastically shrink the role of the state.
Yet, foreign investment which the government has placed at the core of the new economy is running
well ahead of last year's total, says Foreign Investment Minister Ibrahim Ferradaz. Government
figures on capital inflows are scarce, and independent estimates range from US$1 billion to US$4
billion. Officials prefer to talk about the number of investment agreements. Ferradaz said that 26
new joint ventures between Cuban state capital and private investors got underway in the first four
months of the year compared with 58 for all of 1998.
Vice President Carlos Lage has said that, despite the chilling effect of the Helms-Burton Act on
foreign investment, investors will come to Cuba because its government is not corrupt and because
of the high quality of its work force conditions he said were not found in other countries.
Other areas of the economy also show a degree of stability. Annual inflation has been kept between
3% and 5% by controlling excess liquidity, while the peso's value has improved sharply in recent
years, standing at 21 to the dollar. However, wage increases granted this year could push inflation
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figures upward. Teachers, police, and health workers received wage increases that will inject an
additional US$450 million into the economy.
But in June, the taxing authority (Oficina Nacional Tributaria, ONAT) announced tax increases on
sales, public services, and dollar transactions that could help counter inflation. Since 1993, taxes
have helped reduce the fiscal deficit from 30.4% of GDP to 2.3% in 1998, say officials. In consumer
goods and services, the area receiving the most attention in the foreign press, the economy has
shown improvements along with a host of internal difficulties.
Cuba's Social and Economic Plan for 1999 focuses on increased production of basic consumer goods.
The plan stipulates only a modest budget increase for education, health, and public security. The
Ministry of Internal Trade (MINCIN) has admitted it has not reached its goal of meeting consumer
demand despite some improvements in 1998. MINCIN officials say food supply and distribution has
improved, but clothing and shoe production has not met demand, especially regarding quality.
In a report earlier this year, Internal Trade Minister Barbara Castillo mentioned theft, diversion of
goods into the black market, and deficient transport as major problems in the consumer area.
Sagging export earnings and debt are obstacles to recovery Cuba's goal for export earnings is a
7.2% increase this year over 1998. Since 70% of export earnings comes from sugar and nickel, the
continuing low world prices for these commodities promise to keep growth modest. A central bank
report for 1998 showed that earnings from sugar and sugar byproducts declined by almost 30%, and
total export earnings declined by 22%.
Nickel prices have improved somewhat this year, but Sugar Ministry officials expect continued low
prices for the 1999-2000 harvest. Countering any upward trend in export earnings this year is the
rapidly rising price of oil. The British publication The Economist forecasts an average price rise in
1999 of 12%, which could cost Cuba US$90 million in import spending and add to its US$396 million
trade imbalance.
With the healthy growth in the first semester, the government announced in June its commitment
to pay its US$11.2 billion foreign debt. That figure does not include the debt owed to the former
Soviet-bloc countries, which is not denominated in hard currency. Cuba needs new loans but faces
uncertainties in restructuring its old debts and regaining an acceptable credit rating.
The combined effects of its high- risk rating and US pressures to curtail international credits to Cuba
have raised the cost of borrowing as high as 20% on short-term loans. Cuban authorities estimate
the additional cost of borrowing at US$150 million per year. Nearly half the foreign debt is owed to
Japan, Spain, and France. After unsuccessful attempts to restructure, Cuba suspended payments in
1986.
Because of US opposition, Cuba has been unable to negotiate restructuring through the Paris Club
of creditor nations. Instead, it has concentrated on bilateral negotiations, notably with Japan, Italy,
and Mexico. Rodriguez said Cuba is nearer to opening formal talks with the Paris Club than it has
been since the 1986 default.
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In remarks to the media in July, Lage said, "When we do have the opportunity to renegotiate the
debt, we will not accept the impositions of international financial institutions like the International
Monetary Fund (IMF), the kind of impositions the US places on other nations."
The Paris Club has organized a special technical committee, which excludes the US, to negotiate
with Cuba. A delegation headed by Paris Club president Francis Meyer arrived in Havana Sept.
27 for talks with Lage and other officials. The US view on the Cuban debt, expressed recently by a
government official, is that Cuba will remain a credit risk "until there is a transition to democracy
and systemic economic restructuring."

Foreign observers issue pessimistic reports
Reviewing the central bank's 1998 report, University of Pittsburgh scholar Carmelo Mesa-Lago said
that "there is no recovery." In August, Gary Maybarduk, political and economic advisor in the US
Interests Section in Havana, told a Miami conference on the Cuban economy that Cuban authorities
had closed down the economic opening, which caused "an intense poverty." His advice was to
legalize privately owned small and medium-size businesses.
And in May, the French Embassy in Cuba released a blunt analysis calling the current state of the
economy "abominable." The report said the economy was hampered by a shortage of hard currency,
an agriculture sector weakened by poor state planning and inefficiency, a liquidity crisis, "financial
asphyxia," and other problems aggravated by the US embargo.
In April, Moody's Investors Service assigned Cuba a Caa1 rating for its long-term hard-currency
bonds and a Caa2 rating for foreign-currency bank deposits. A "C" rating is Moody's lowest and
indicates that the obligation is extremely unlikely to acquire any investment value. Moody's noted
the success of Cuba's tourist industry, but described the economy as "in transition," and said that
"the medium-term outlook will depend greatly upon the willingness of the authorities to consolidate
the reforms enacted to date."
Many observers in the US doubt the Cuban economy can be reconstructed on a socialist basis.
During a conference in Miami, Robert David Cruz, an analyst for the Washington Economic Group,
told a panel on economic transition in Cuba that "the Cuban system is unacceptable in a market
economy." He said Cuba would have to go through the same process of converting to a market
economy as did Russia and Romania.
Ana Julia Jatar, senior fellow at the Washington-based Inter-American Dialogue, has also argued
that Cuba could grow faster if it developed the private sector by opening the financial system to
small and medium-size businesses.
However, if the US embargo were lifted, the hard-liners in Cuba would "have no excuse" for
resisting further privatization of the economy, and the result could be political instability, said Jatar.
On this point, Cuba and Cuba's market-oriented critics agree: flinging the economy open to private
capital in the manner of Russia in the early 1990s would generate destabilizing forces.
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In its rating report, Moody's predicted that "Cuba would face important challenges as the autonomy
resulting from economic liberalization increases pressure on existing political structures.
Equally important in this respect will be the issue of inter-generational transfer of power and the
definition of a regime capable of responding to higher economic expectations and increased social
demands."

Embargo key element in competing economic models
While US policymakers defend the embargo as necessary pressure to force change in Cuba, in
practice it has limited change by helping postpone pressure on the political structure and by
restricting credit and capital flows into the economy.
Cuban policymakers are convinced that economic liberalization without countervailing state
controls serves the interests of the US and have offered an alternative model of development they
say will prepare Cuba for the global economy. In July, Vice President Lage reaffirmed Cuba's
commitment to both the socialist model and the economic opening. He referred to the opening as
an "adaptation of Cuban economic structures to the changes and currents in the world economy,"
insisting that these adaptations could be made within the socialist system.
That model does not include a role for a Cuban capitalistic class of small-business owners and
managers. Lage told a German publication that Cuba would maintain "the dominant role of state
property" as it increasingly joins the global economy with its own economy oriented toward
the service sector, especially tourism. The key to survival in the global economy is not private
ownership, he said. Instead, survival depends on the ability of the enterprise to adapt technology
and management to the demands of the international market.
The November Ibero-American Summit, to be held this year in Havana, offers Cuba a forum for
promoting its alternative economic model. In September, during a meeting of Iberian and Latin
American economy ministers, Finance Minister Manuel Millares told the Latin American delegates
their system was not working.
While Latin America had raised its growth rates after the disastrous downturn of the 1980s, the
improvement has not reduced poverty, he said. Meanwhile, the region spent 32% of its export
income on debt service between 1989 and 1997 even as its foreign debt continued to rise.
Echoing the apocalyptic views frequently expressed by President Fidel Castro, Millares warned that,
if globalization pursues only the interest of a minority, "it will sooner or later lead to the destruction
of humanity."
On a similar note, Castro said, "We believe, based on mathematical facts, that this neoliberal
globalization is not sustainable; that the crisis is inevitable." [Sources: Granma (Cuba), 03/10/99;
United Press International, 05/31/99; The Miami Herald, 07/09/99; The Economist (London),
07/30/99; El Nuevo Herald, 08/14/99; Xinhua, 08/31/99; Spanish News Service EFE, 08/12/99, 09/02/99;
Inter Press Service, 06/18/99, 09/15/99; Notimex, 12/19/98, 01/24/99, 03/09/99, 04/01/99, 05/11/99,
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06/06/99, 07/26/99, 07/27/99, 08/14/99, 09/02/99; Reuters, 05/16/99, 06/15/99, 07/07/99, 07/30/99,
09/01/99, 09/10/99, 09/27/99]
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